All that we know about the CEO labour market in China comes from studies of public listed companies and State-owned enterprises (SOEs). This paper is the first to examine the operation of the CEO labour market across all industrial sectors of the Chinese economy. We find that the influence of the State extends beyond SOEs into many privately-owned firms. Government is often involved in CEO appointments in domestic firms and, when this is the case, the CEO has less job autonomy and is less likely to have pay linked to firm performance. Nevertheless, we find that incentive schemes are commonplace and include contracts linking CEO pay directly to firm performance, annual bonus schemes, the posting of performance bonds, and holding company stock. The elasticity of pay with respect to company performance is one or more in two-fifths of the cases where CEOs have performance contracts, suggesting many face high-powered incentives. We also show that State-owned and domestic privately-owned firms are more likely than foreign-owned firms to use incentive contracts. JEL Classification: G34; J31; J33; M12; M52; O16; P31
Introduction
In the last few decades a huge privatisation programme has reduced State ownership of enterprises in China (Xu, 2011) . Nevertheless, the State continues to play a pivotal role in the corporate sector through its ownership of firms and in appointing Chief Executive Officers (CEOs). Little is known about State influence within corporations since the economic reform programme began. This paper focuses on three issues, namely the influence the State has on the appointment of CEOs, the way CEOs are paid and how much decision-making autonomy CEOs have. To date evidence has been confined to the role State ownership plays in determining CEO compensation in large State-owned Enterprises (SOEs) (Mengistae and Xu, 2004) and public listed firms (Bryson et al., 2014) . In this paper we extend the analysis to the executive labour market and CEO compensation across the whole industrial sector in China. We do so with World Bank Enterprise Data from surveys conducted in 2003 and 2005 , two decades after the initial market-inspired reforms and a phenomenal period of economic growth. 2 We consider the role played by the State in CEO appointments and the autonomy CEOs have over decisions relating to production, investment and employment. Then we consider whether State involvement in corporations affects the way CEOs are paid, focusing primarily on the incidence and correlates of various aspects of CEO incentives.
We find the State is often involved in the appointment of CEOs and that, where the corporation is State-owned, CEOs have far less decision-making autonomy. Incentive schemes are commonplace and include contracts linking CEO pay directly to firm performance, annual bonus schemes, the posting of performance bonds, and holding company stock. The elasticity of pay with respect to company performance is one or more in two-fifths of the cases where CEO's have performance contracts, suggesting many face high-powered incentives. We show foreign-owned firms are less likely than State-owned and domestic, privately-owned firms to use incentive contracts. However, where government is involved in the CEO's appointment in a domestic, privately-owned firm, the CEO has less job autonomy and is less likely to have pay linked to firm performance.
In Section Two we consider the role of the State in China's corporations and the possible implications for CEOs. Section Three analyses the links between State involvement in corporations and CEO's autonomy in making decisions. Section Four examines the degree to which CEOs in China are exposed to incentive contracts. Section Five estimates influences of CEO incentive contracts, focusing again on State ownership and State involvement in the appointment of CEOs before we discuss the results and conclude in Section Six.
The Role of the State in China's Corporations and Its Implications for CEOs
The standard principal-agent problem described in the CEO compensation literature assumes CEOs are recruited to maximise shareholder value by raising the profitability of the firm but that, in the absence of perfect monitoring, CEOs may invest time in improving their own future career prospects, perhaps to the detriment of the firm (Holmström and Milgrom, 1991) . Shareholders therefore use incentive mechanisms and the threat of dismissal to hold CEOs accountable.
3
The Chinese setting is different because the State and economic activity are inextricably linked in China. The State exerts direct influence over corporations as the owner (principal). For example, despite divesting itself of many previously State-owned enterprises and reducing its stake in publicly listed firms in recent decades, the State continued to have a majority stake in over two-fifths of publicly listed firms in 2010, and these accounted for three-quarters of the employment in the sector and four-fifths of its output (Bryson et al., 2014) . State ownership is also common in the economy as a whole.
According to the World Bank 2003 Enterprise Survey, the mean State ownership stake in enterprises was 22%, ranging from 63% in the one-third of organizations which were SOEs, a 20% stake in public listed firms, one-sixth State ownership in cooperatives, and near-zero involvement in privately held firms. Twenty-one percent of corporations were majority State-owned, 12% were majority foreign-owned, and the remainder were majority domestically-owned.
3 For a review see Murphy (1999 China remains a one-party State governed by the Communist Party. Cao et al. (2012) showed that the political system offers strong career incentives to CEOs which may compensate for monetary incentives. We are able to glimpse the role that political advancement might play in the CEO labour market in China in Table 2 [ INSERT TABLE 2] Although this evidence points to an important role for the State in corporate affairs, this does not necessarily mean that politically motivated CEOs operate simply as "bureaucrats" with few incentives and little autonomy. This is because political preferment often depends on CEOs demonstrating business success (Xu, 2011) . As early as the 1980s a market for corporate executives started to emerge as a result of government initiatives to reform SOEs. Prompted by career incentives to enhance the productivity and performance of SOEs, local government officials opened up competition for CEO posts in SOEs through auctions for managerial contracts (Xu, 2011) . These contracts offered CEOs greater autonomy in corporate decision-making and replaced direct control from above with managerial incentives (Groves, 1995: 874) , a process which received a further fillip with the programme of privatisation which began in the 1980s.
In To see whether this relationship is a robust association that is independent of other firm and CEO characteristics, we ran linear estimation models for the probability of a CEO having "full autonomy" on the additive scale shown in Table 3 , which combines autonomy on three dimensions of decision-making (production, investment and employment). These models are city fixed-effects models, allowing us to compare firms within the same city. There is a strong negative association between majority State ownership of the firm and CEO autonomy (Table 4 , column 1). The State ownership effect is quantitatively large and statistically significant relative to all other forms of ownership. Furthermore, if the CEO was appointed by government this is associated with even lower CEO autonomy: a CEO is 13 per cent less likely to have "full autonomy" if appointed by government, ceteris paribus. However, the effect is confined to firms that are not State-owned (Table 4 , columns 2 and 3).
If one focuses on each component of autonomy the differential between State ownership
and other forms of ownership tends to be statistically significant throughout but the effects are largest with respect to decisions over investment and are least pronounced with respect to production issues. 7 The same pattern is apparent with respect to the association with government appointment.
It is therefore clearly the case that State involvement in corporations, whether through ownership or through the appointments process, is associated with CEO's having more limited decision-making autonomy.
[
INSERT TABLE 4]

Is CEO compensation linked to firm performance and if so, how?
The suspicion that the State appoints "bureaucrats" to CEO positions, together with a common assumption that political advancement is the preferred career path for many CEOs in China, suggests State-owned firms may be less likely than other firms to resort to incentive pay to resolve principal-agent problems. On the other hand, the State has a strong track record in experimenting with incentive structures in SOEs (Xu, 2011) and, more recently, in paving the way for the use of stock options and other incentive mechanisms in the publicly listed sector (Bryson et al., 2014) .
The 2005 survey indicates that two-thirds (67%) of firms linked their CEO's annual income directly to the company's performance (Table 5) . What is more, in one-quarter (23%) of firms, these were "high powered" incentives in the sense that more than 10% of the CEO's annual income depended on whether or not the company's performance met the agreed target. Incentive contracts were common across all ownership types, though they were less common in foreign-owned firms than elsewhere.
[ INSERT TABLE 6] The 2003 survey contains more detail on the means by which firms can link CEO compensation to firm performance (Table 6 ). It distinguishes between being on an incentive plan which links CEO income to performance (what we term an incentive contract); receipt of a wage paid annually which, under the Chinese system, is a method of paying annual bonuses; and the payment of an upfront bond by the CEO which is recovered if the CEO meets the performance targets set under the contract. One-quarter (28%) of CEOs in the survey were on incentive contracts. In most cases annual income was linked to performance measured in terms of both profits and sales.
8 See Bryson et al. (forthcoming) for a paper exploring the use of performance bonds in China.
One-fifth (19%) of CEOs were on annual pay contracts, and 11% paid a performance bond. Taken together, two-fifths (42%) of CEOs had their pay subject to performance based on at least one of these mechanisms and 15% were subject to more than one of these links between income and performance. These figures are lower than the incentive contract incidence in the 2005 survey due in part to differences between the two samples and the survey questions 9 , but the 2003 survey confirms that the incidence of incentive-based contracts for CEOs was lowest in foreign owned firms.
Incentives are often high powered. The median elasticity of pay with respect to company performance was 1. 10 The performance bonds paid by CEOs often constituted a sizeable proportion of their total annual income (Bryson et al., forthcoming) .
The 2003 survey also asked whether CEOs held company stock, another potentially important way in which CEOs' performance can affect their wealth. Almost a third (30%)
of CEOs held stock (Table 6 , row 6). In 13% of domestically owned private firms the CEO actually held a majority stake in the firm as owner-manager.
The four incentive mechanisms identified in the 2003 survey are positively and significantly correlated, suggesting that they may complement one another, rather than operate as substitutes.
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This section clearly demonstrates that incentive payments are widespread among CEOs in China, that they take a variety of forms but appear complementary to one another, and that the link between pay and performance is quite substantial.
9 For example, average firm size is lower in the 2003 survey. 10 Respondents were asked how much the CEO's income would increase if the performance measure increased by 1%. They were asked this for the first and second most important measures of performance used to make the decision. They were also asked the same question in relation to decreases in performance. Thus there are four questions asked. In each case the median elasticity of pay to performance was 1.0. 11 The correlation coefficients for a CEO incentive contract and other incentive mechanisms are all statistically significant at a 99% confidence level and are: annual pay contract (bonuses) 0.29; performance bond 0.16; holds company stock 0.09. The correlation coefficients for annual pay contract and a performance bond is 0.05 and its correlation with performance bonds is 0.09. Again, both coefficients are statistically significant at a 99% confidence level. The only correlation that is not statistically significant is that between a performance bond and stock holding (0.003, p = 0.87).
The State's Influence on CEO compensation
The overall impression from the two surveys is that incentive contracts were widely used to link CEO income to company performance in the mid 2000s and that, in many instances, these were high powered incentives which placed a sizeable percentage of CEO income at stake. However, there is quite a bit of variance in their usage, as is clear from the cross-tabulations with ownership. In this section we seek to isolate the association between CEO incentive contracts and the role of the State in corporations using multivariate analyses. In doing so, we control for other firm characteristics (such as size, industry and location), the firm's corporate governance arrangements, other policies used by the firm such as the threat of dismissal, and the characteristics of the CEO.
Models therefore take the following form:
where Comp ifc is a dummy identifying contracts linking pay to performance for CEO i in firm f in city c; CG f is a vector of corporate governance variables in firm f, including whether the CEO was a government appointee; Ind i are individual CEO demographic and job attributes; X f are structural firm attributes which include the majority owner of the firm; CITY c are the city fixed effects; epsilon is the error term and the betas are coefficients to be estimated. In practice, the absence of panel data means that we observe only one CEO per firm and so the i and f are non-separable. Table 8 then presents six models using the 2003 survey data. Columns 1, 3 and 5 in Table 8 are model specifications similar to those for Column 1 in Table 7 [ INSERT TABLE 7] We focus the discussion on firm ownership, the role government plays in appointing CEOs, and Communist Party membership of the CEO. But we also briefly discuss the links between performance pay and CEO autonomous decision-making.
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In the 2005 analyses, when ownership and a dummy for government involvement in CEO appointments are entered alone (not shown in the table), without controls, majority state ownership is associated with a higher probability of a CEO being paid under an incentive contract than those in other firms. However, the only difference that is robust to the inclusion of controls is that between state-ownership and foreign ownership: foreign 12 It is perhaps worth noting that other variables operate in a fashion that is consistent with theory. For instance, Rosen (1990: 3) argued that the market will allocate the most talented CEOs to the largest firms "where the marginal productivity of their actions is greatly magnified over the many people below them to whom they are linked". It is not surprising, therefore, that incentive contracts are more prevalent in larger firms in both the 2005 and 2003 data sets. owned firms are significantly less likely to use incentive contracts for CEOs (column 1). 13 The 20 percentage point differential is large. However, government involvement in the appointment of the CEO is negatively associated with the use of CEO incentive contracts. When splitting the sample into firms where the state holds a majority stake and those where it does not, it is apparent that the role of government in appointments is only significant where the firm is majority-owned by government (columns 2 and 3).
From a principal-agent perspective it makes sense to incentivise CEO's via a performance pay contract if the CEO has sufficient autonomy to make meaningful operational decisions affecting the firm's fortunes. Both surveys distinguish between CEO's autonomy over decision-making in three domains: production, employment and investment. In the 2005 survey the likelihood of employing a CEO on an incentive contract rises with autonomy over production matters, but falls where the CEO has greater autonomy over investment decisions, while autonomy over employment-related matters (hiring, firing and wages) is not significantly associated with incentive contracts.
These findings seem to hold in both the state-owned and non-state owned sectors (columns 2 and 3). This negative association between incentive contracts and investment autonomy makes intuitive sense since principals may be concerned that a CEO's judgement regarding the appropriateness of an investment decision may be clouded by any direct personal interest in the impact of that decision. For example, CEO's may choose to forego investment opportunities in the short-run, even if they are in the best interests of the firm, if making the investment negatively affects the short-term company performance metrics used in an incentive contract to reward CEO's.
[ INSERT TABLE 8] In Table 8 we turn to similar analyses for the 2003 survey. The negative significant association between incentive contracts and foreign ownership is also apparent in the 2003 data regardless of model specification and across the three incentive contract measures (Table 8) . There is also a negative association between the use of CEO incentive contracts and the appointment of the CEO by government, one that is statistically significant in four of the six models. This is consistent with the possibility that government may have a direct interest in appointing more "bureaucratic" CEOs capable of achieving political and social objectives, rather than CEO's intent on maximising firm performance.
We see further influence of government influence in the corporate sector in terms of the link between Communist Party membership and CEO status. There is a positive and significant correlation between being a Party Secretary or Deputy Party Secretary (denoted by "high rank in the CP") and being paid for performance. This is consistent with the idea that firms use incentive contracts to attract the most talented employees to the position of CEO since achievement of high status in the Communist Party is often viewed as a marker of ability (Li et al., 2007) . 14 However, we cannot discount the possibility that status in the Communist Party simply proxies the quality of individuals' political connections which gives them access to the best education and jobs.
In 2003, the use of incentive contracts is positively associated with autonomy in employment decision-making, whereas autonomy in production is not significant. But, as in the 2005 survey, the 2003 survey reveals a negative association between investment autonomy and the use of incentive contracts.
Conclusion
This paper is the first to examine the operation of the CEO labour market across all industrial sectors of the Chinese economy. We do so using World Bank enterprise data for the first part of the 21st Century. Incentive schemes are commonplace and include contracts linking CEO pay directly to firm performance, annual bonus schemes, the posting of performance bonds, and holding company stock. These incentive mechanisms appear to complement rather than substitute for one another. The elasticity of pay with 14 Incentive contracts are often used to attract the best managers to a firm since they can expect to earn more where their pay is a function of their higher productivity (Lazear, 2000) .
respect to company performance is one or more in two-fifths of the cases where CEOs have performance contracts, suggesting many face high-powered incentives.
We find government involvement in the appointment of a CEO reduces the likelihood that the CEO will receive an incentives-based contract, perhaps because governments appoint "bureaucrats" to perform roles which incorporate social and political as well as economic goals. However, the link between state ownership and the use of CEO contracts is not so clear cut: indeed, it appears that foreign-owned firms are the least likely to use CEO incentive contracts, perhaps reflecting the fact that it was the state that had originally sponsored and promoted managerial incentives in SOEs. Model 1, 2: Dependent variable is "paid via a contract linking pay to performance." Model 3, 4: Dependent variable is "Whether or not three types of incentive contracts (incentive plan linking income to firm performance, annual pay contract (Nian Xin Zhi) or performance bond) identified." Model 5, 6: Dependent variable is "the count of the three types of incentive contract." t statistics in brackets. * p<0.10, ** p<0.05, *** p<0.01
Data Appendix
We use data from two World Bank Enterprise Surveys (www.enterprisesurveys.org). Our In both surveys the term "General Manager" is used to identify the CEO, but throughout the paper we refer to this executive as the CEO.
